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ABSTRACT

This study was undertaken to determine if it would be financially feasible for Altamura
Winery to build and operate a wine tasting room in Napa Valley over the course of a 30 year
period.
This report used a feasibility study to examine the investment of the tasting room. The
study used the cost approach of valuation to value the construction costs. Then capital budgeting
was used as a method to determine if the tasting room should be constructed. The capital
budgeting methods of this study include the use of a cash flow budget, break-even analysis, and a
net present value analysis of the investment using different variables to complete a sensitivity
analysis. The sensitivity analysis examined changes in the interest rate, quantity of wine sold in
the tasting room, margin per bottle of wine sold, and variable costs.
Under the set variables, building the tasting room proved to be financially feasible,
resulting in a net present value of $3,663,670.88. A great majority of the sensitivity analyses
resulted in positive net present values. To break-even on the investment, Altamura Winery must
sell 317.28 cases of wine each year. Under these circumstances, and even with some variations
in key variables, building the tasting room would be a financially feasible investment for
Altamura Winery.
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Chapter 1
INTRODUCTION

The United States is one of the biggest wine producing countries in the world. By far, a
majority of the wine produced in the United States comes from California. California produces
wine of all kinds, from high quality bottles over $100 to jug wine under $10. Many of the higher
priced bottles of wine come from Napa Valley, which is located slightly north of San Francisco.
This region produces a small quantity of wine in comparison to the rest of the state, but is still
known worldwide for the high quality of wines produced there.
Altamura Winery is a family-owned and operated vineyard and winery located in the
Wooden Valley, which is a region within the Napa Valley appellation. In 1986, about 70 acres
of wine grapes were planted at Altamura Winery. There are 60 acres of Cabernet Sauvignon,
five acres of Sauvignon Blanc, and five acres of Sangiovese. Altamura Winery only uses the
free run juices, which uses gravity and pressure from overlying grapes to extract the juice;
therefore the average yield per acre is 1.25 to 1.5 tons. For a typical year, Altamura Winery
produces 6,000 to 7,000 cases of wine, some of which are held for reserve. In 2010, the 2007
Altamura Cabernet Sauvignon was ranked number five on Wine Spectator’s Top 100 Wines of
the World. Currently, Altamura Winery does not have a tasting room for customers to try the
wines they produce, but has wanted one for years. However, the winery first wants to ensure that
building the tasting room is a feasible and potentially profitable option.
Tasting rooms can be an outlet for a wine tourist to visit. The definition of a wine tourist
according to Western Australian Wine Tourism Strategy is, "travel for the purpose of
experiencing wineries and wine regions and their links to lifestyle” (Charters, 2002). The region
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in which the tasting room is located is one of the main factors in enticing a tourist to visit. Wine
regions are often popular places to visit because the climate required for grape growing is usually
fairly nice (Charters, 2002). Wine consumers often describe wine country as a rural paradise
(Getz, 2006). In 1997, Wine Spectator wrote, “As anybody who loves wines knows, the regions
where the finest wine is made are special places—even magical” (Getz, 2006). Some of the most
popular wine regions to visit are Burgundy (France), Bordeaux (France), Tuscany (Italy), Napa
(California) and Sonoma (California), with each of these regions having its own special history
and appeal to its visitors (Getz, 2006). The tourist’s knowledge of wine has an effect on how he
or she will act once inside the tasting room. A person with little wine knowledge may go to a
tasting room as an alternative to a bar, while a person with extensive wine knowledge may want
a private tour of the vineyard and tasting room (Charters, 2002). Although tourists visit wineries,
often times the winery is not the sole purpose of visiting that region.
Wine tasting rooms are places where a person, or a wine tourist, can go to try different
types of wines produced by the winery. Tasting rooms provide direct sales to consumers. This
means the winery can cut out the distributor and in return, make more money on each bottle of
wine sold (Franson, 2010). Cyril Penn (2003) wrote that a tasting room is one of the most
important aspects a winery can have, as it helps with wine sales, and also helps in acquiring
customers for life. Penn wrote an article in Wine Business Monthly about tasting room profits
based on presentations given at the Unified Wine & Grape Symposium, which is one of the
biggest wine industry conferences in the United States. The recent poor economy has had a
major affect on the sales of higher priced wines in restaurants and retail stores. A tasting room
can provide direct sales to the winery, and therefore help to make a profit in hard times (Franson,
2010). Alpha Omega Winery in Napa Valley used to rely on distributors to sell their wines, but
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decided they did not want to deal with the distributors anymore. As of 2010, direct sales from
the tasting room accounted for 90% of Alpha Omega’s total wine sales (Franson, 2010). Vlader
Vineyards and Winery, a small producing winery in Napa Valley, has 50% to 65% of their wine
sales from direct sales (Firstenfeld, 2009).
Traditionally, tasting rooms only included a bar with pourers, but now they are becoming
a much more personal experience for the visitors. Jane Firstenfeld (2009) wrote in Vines &
Wines about the types of things a tasting room could do to add value to their tasting rooms. The
major thing a tasting room can do to be successful is to be true to the existing style of the wine
and business. One of the other recent trends of tasting rooms is to expand the tasting room and
allow the customer to taste wines away from the tasting bar, either on an outdoor patio, barrel
tastings from the barrel room, or private tours of the vineyard (Firstenfeld, 2009). While wine
tasting rooms allow for customers to try the wine without purchasing an entire bottle, creating an
inviting ambiance and hiring personable tasting room staff may make tasting room visitors more
inclined to buy a bottle of wine.

Problem Statement
Altamura Winery wants to know if building a new tasting room is a profitable venture.

Hypothesis
The net present value of the project under many different circumstances must be of a reasonable
amount greater than zero.

3

Objectives of the Study
1. To assess the costs associated with building a new tasting room in the Napa Valley.
2. To examine the yearly costs required to keep the tasting room operable throughout the
year.
3. To analyze financial information to determine if building the tasting room is feasible,
even if some of the key variables change.

Justification
In hard economic times, businesses have to look in new directions to keep making
money. When a winery sells wine to a distributor, the price of the wine must be lowered so
distributors and stores can later mark up the wine and make a profit themselves. The lowering of
the price by the winery ultimately means less profit is made from each bottle of wine sold.
Tasting rooms cut out the distributor, and allow for wineries to make direct sales of their wines.
This means a higher margin of wine for the winery. The study can be used as an example by
wineries nationwide to help decide if the increased revenue brought in from direct sales of wine
is worth spending money on building and operating a tasting room.
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Chapter 2
LITERATURE REVIEW

Before the objectives can be met, first some broad background information must be
provided. The literature review proceeds as follows. To meet the objectives, a feasibility study
will be used, by using capital budgeting in which includes cash flow budgets, net present value,
and sensitivity analysis to see if building the tasting room is feasible. The cost of building and
operating the tasting room is a major factor in this study. One of the best ways to figure out the
cost of any type of structure, from houses to churches, is to use the Marshall and Swift
handbooks or online services. Aside from the cost approach, weighted averages will also be
examined, since they can produce results different from simple averages. The location of this
tasting room is also very important since the Napa Valley wine region is very different from any
other wine region in the California, and even the United States.

Feasibility Study
Feasibility studies are used as one of the first steps in examining a proposed business
venture, and can be used for a new business or for an investment for an existing business
(Kenkel, 2008). To decide if the project is a possibility, or financially feasible, a cost benefit
analysis must be completed (Thomson, 2005). According to Ehrhardt and Bringham (2011),
feasibility means there must be a reasonably high probability of success and profitable future
operations. Some problems feasibility studies can examine include: a whole new business
venture, diversifying operations, geographical expansion, entering international markets, the use
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of new technology, moving to a new location, expansion of present facilities, or any other similar
problem. Feasibility studies can be done for any aspect of the business. The different aspects
include market feasibility, financial feasibility, technical feasibility, and management and
organizational feasibility (Kenkel, 2008). The typical way of doing a feasibility study is to
examine the business venture from a financial standpoint (Kenkel, 2008). To examine from a
financial standpoint, it must be determined if the person or company can afford the new venture
(Holland, 1998). In other words, the investment must generate enough income to cover the costs
incurred by the investment (Kay, Edwards, Duffy, 2008). From a business standpoint, the
owners or investors do not want to undertake a venture that will lose money. Since
approximately one in every fifty businesses ends up being a practical option, a feasibility study is
an important step to take to avoid potential future losses (Thomson, 2005). When examining the
cash flows for the new venture, if the cash brought in by the investment is not greater than the
cash requirements of the investment, then the investment needs to be reconsidered. This would
mean the investment is financially infeasible (Kay, Edwards, Duffy, 2008). Projects can be
viable in one location; however, the same project could be infeasible in a different location
(Holland, 1998). Investors want to make sure they put their money into a venture that is
financially feasible.

Capital Budgeting
A capital budget is a summary of planned investments of assets that will last longer than
one year. This tool is a whole process that helps to decide which projects to accept or reject.
Capital budgeting takes the present value of future cash flows and compares them with the
investment costs. An investment should only be made if the present value of the cash flows is
6

greater than the cost of the investment. The present value of the projected cash flows is based on
the theory; a dollar today is worth more than a dollar in the future. To get the present value, the
value must be discounted according to appropriate interest rates to account for inflation (Ehrhard
and Bringham, 2011).

Cash Flow Budget
The best way to organize the cash flows is with a cash flow budget. Which is a summary
of the projected cash inflows and cash outflows for a business over a given period of time (Kay,
Edwards, Duffy, 2008). Cash flow statements are relatively new when compared to other
financial statements, as they have only been included in corporate annual reports since the
1970’s (Financial Statement Analysis 101, 2010). This statement is drastically affected by any
big capital investment, which can include machinery, equipment, and buildings. This is because
typically the additional money required for the investment must be borrowed or financed. The
financing creates cash outflows of principal and interest payments. These budgets are a forward
planning tool that compares the timing of payments with the potential revenue produced (Kay,
Edwards, Duffy, 2008). There are three components to a cash flow statement, which are
operating, investing, and financing activities (Financial Statement Analysis 101, 2010). Cash
flow budgets and income statements are completely different financial statements. If an
investment provides positive cash flows, it does not necessarily mean it provides a positive
profit. Cash flow statements do not include inventory changes and depreciation, which have an
effect on profit and are also included in the income statement (Kay, Edwards, Duffy, 2008).
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There are many statements that can be used for keeping track of financial information, but the
cash flow statement is the best statement to examine financial feasibility.
To figure out the yield, or amount of sales, required to cover all necessary costs of an
investment, a break-even analysis is one method that can be used. The formula to calculate a
break-even is fairly easy. Taking the total costs and dividing them by the price of the output
results in break-even yield. The resulting yield can vary depending on the business; it can be in
bushels, cases, pounds, and so on (Kay, Edwards, Duffy, 2008).

Net Present Value
There are many different methods to determine if a project is feasible such as: net present
value, internal rate of return, profitability index, regular payback, and discounted payback. The
best method to evaluate projects in capital budgeting is by using the net present value, or NPV.
This is because net present value is directly related to maximizing value. The net present value
is reached by subtracting the present value of a projects cost from the present value of the
projects cash inflows. If net present value is negative, then the project should not be undertaken.
If the value is positive, the larger the value, the more value the project adds to the company
(Ehrhard and Bringham, 2011).

Sensitivity Analysis
Any change in a key input variable will result in a different net present value. Variables
such as interest rates, quantity sold, and price are all subject to change over the course of the
investment’s life. A sensitivity analysis examines, and typically graphs, the different net present

8

values based on the change of the variable. To do a sensitivity analysis, only one of the variables
is changed at a time while all of the other variables are held constant. Sensitivity analysis is the
most commonly used type of risk analysis. The graphs show the resulting net present values
when the key variable is changed (Ehrharht and Bringham, 2011).

Cost Approach
To help figure out the feasibility of a new business venture, the costs of the investment
must first be figured out. The cost approach is a way to determine the value of, typically, a
building by summing up the total costs to build the particular building (Drews, 2001). The cost
method accounts for all of the costs to produce the building, which includes materials, labor,
taxes, and any other costs. Appraisers, insurance companies, and business owners or managers
use the cost method to value buildings. When appraisers and insurance companies use the cost
method, they evaluate the building based on the cost to replace an existing building. However,
since the cost method of valuation uses current prices, it can also be used to evaluate the costs of
a building as new construction. One of the most reliable costing methods is to contact local
builders, but since this is very time consuming and expensive, it is rarely used as a costing
method (Appraisal Institute, 2000). There are resources available that provide segregated costs
of building components. Segregated costs are also called unit-in-place costs, which are cost
estimates of materials or components of the structure as installed. This includes the cost of
materials and the labor costs required to install the materials (Ellsworth, 2010). These costs are
typically a function of size, meaning the costs change directly as the size of the building
increases for either floor area, wall area, or ceiling area (State of Michigan, 2002). The quantity
of particular features is multiplied by the cost per square foot. Then to reach a final estimate, the
9

result of all of the sums is totaled. One of the most reliable cost estimators is Marshall and
Swift, which keeps up-to-date building costs for more than 150 types of buildings and 30,000
components and labor costs. These are all provided and vary depending on zip code (On-line
services, 1995).

Marshall and Swift
When Marshall and Swift Valuation Service began in 1932, the cost information was
only found in books. Today, however, the cost valuation information is also available as a
computer software program. Marshall and Swift is a cost service that summarizes construction
costs of buildings and converts them to average unit costs on a square foot basis (Appraisal
Institute, 2000). Subscriptions to the valuation information can be purchased either online or in
hard copy, which provides the user regular updates for the costs of building and regional
multipliers. The Marshall and Swift Company have full time employees researching local
markets to ensure the information provided is accurate and up to date. The type of valuation
service Marshall and Swift provides is the segregated cost, or unit-in-place, method as previously
described (Dowdell, 2005).
Marshall and Swift break pricing categories down since building components and styles
are highly variable. A few of these components of costs include foundation; framing; floor
structure; ceiling; interior construction; plumbing; electrical; heating, ventilation, and cooling;
wall cover; roof structure; and so on. The quality of the building type is also a factor of the
costing such as poor, average, above average, and high cost (State of Michigan, 2002).
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Napa Valley, California
The state of California is the biggest wine producer in the United States. In 2006, 90% of
the wine grapes in the United States came from the state of California (Goodhue, 2008). The
wine industry has steadily grown since the 1970’s (Volpe, 2010). Throughout California, there
are many different wine regions, with prices highly variable depending on the region in which
the grapes are grown. From strictly a price standpoint, wine grapes are unlike any other
agricultural commodity. The difference from the highest price received and the lowest price
received is a ten-to-one difference (Goodhue, 2008). In 2006, the state average per ton of grapes
was $548. The lowest price per ton comes from the San Joaquin Valley at $300 per ton. This
region produces about half of the wine grapes grown in the state. On the high end of the prices,
the Napa Valley produces far fewer grapes per acre than the San Joaquin Valley, but receives the
highest prices in the state per ton, at $3,000 (Goodhue, 2008).
The Napa Valley is one of the most recognizable wine regions in the world. The
population is around 129,000 with a land area of 500,000 acres. There are a total of 704 grape
growers in the region, and in 2005, 8.5 million nine-liter cases of wine were produced (Davies,
2005). Ninety-eight percent of Napa’s agricultural revenue comes from wine grapes. The wine
industry in Napa has a $9.5 billion effect on the economy. In 2005, Napa Valley had about 3
million wine related visitors, who spent $534 million (Davies, 2005).
In recent years, the Napa Valley has experienced competition from other grape growing
regions in California. The Central Coast of California is becoming a more popular place for
wineries, which could potentially affect the Napa Valley. The Central Coast region is made up
of Santa Barbara, San Luis Obispo, Monterey, San Benito, and Santa Cruz counties. In 1990,
there were a total of 20 wineries located in the Central Coast region, and in 2010, there were over
11

200 (Volpe, 2010). The growth of wineries and tasting rooms in other regions of the state could
detract from wine tourists visiting the Napa Valley.

12

Chapter 3
METHODOLOGY

Procedures for Data Collection
The owners of Altamura Winery want to build a tasting room and an office building on
their existing vineyard to allow visitors to come taste their wines, and to also provide a new place
for current full-time employees to work. Altamura Winery wants to build a 5,000 square foot,
two-story building with the feel of an old farmhouse, including a full wrap around porch for
outdoor seating. On the first floor of the building, Altamura Winery wants to have a tasting
room, three offices, a conference room, full kitchen, and restrooms. Upstairs, the owners want to
have a grand room to use for private tastings and to house a library of old vintages. Altamura
Winery also wants a paved parking lot able to fit approximately 20 cars.
Since the options for a 5,000 square foot building are limitless, the following information
was used to value the tasting room. Both floors of the structure are the same square footage, so
2,500 square feet for each floor. The ceiling height used for the study was standard height, of 10
feet. There was a 10-foot porch surrounding the entirety of the building. The structure of the
building was a wood-framed house with wood flooring. Since the temperatures in the Napa
Valley are highly variable, a heating and cooling system with above average insulation was
examined for the tasting room.
This information provided about the tasting room was examined in Marshall and Swift,
which provided indexes for each of the features of the tasting room. The zip code used for the
projected tasting room was 94558. All of the aspects of the tasting room were looked up, such as
the tasting room basic cost, floor area, story height, and heating and cooling. Each component’s
13

index provided by Marshall and Swift was recorded. For any building, county permits are
typically required, but for this study the permits were not examined because the winery had
already purchased the permits prior to the study.
The tasting room needed a few additions to make it fully functional, including a tasting
bar, wine cooler, wine glasses, couches, coffee table, patio tables and chairs, and miscellaneous
decorations. These costs were found on the table called “Tasting Room Equipment and
Furnishings” provided in “The Feasibility of a Co-Operative Winery,” (Kenkel, 2008). The
offices, kitchen, and upstairs grand room also needed equipment such as desks, office chairs,
etc., but these were not examined in this feasibility study since only the tasting room portion of
the building was examined. As the original study was conducted in Oklahoma, $4,000 was
added to tasting room equipment as an adjustment to the costs because Altamura Winery is
located in California, which has higher costs than Oklahoma. This adjustment accounted for a
higher quality tasting bar, decorations, and other similar additions to keep the tasting room up to
par with the quality of wine produced by Altamura.
The main purpose of a tasting room is to provide additional revenue to the winery, as
well as gain return customers. Each bottle of wine sold provides a profit to Altamura Winery.
To find the revenue brought in by the tasting room, the first step was to find the profit earned by
each bottle of wine sold. The profit made from a bottle of wine is a project within itself, so
estimates of the cost to produce one bottle of wine, for both Cabernet Sauvignon and Sauvignon
Blanc, were asked by the subject during the interview. This was used as the cost to produce each
bottle of wine. For Altamura Winery to make a profit, the selling price for each bottle of wine is
higher than the cost to produce the wine. The prices for this study were based on the price of the
most recent selling prices, and did not account for older vintages. Since two different varietals of
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wine were examined, the proportion of Cabernet Sauvignon sold and the proportion of
Sauvignon Blanc sold was asked during the interview. To reach the total profit brought in by
wine sales, the quantity of wine sold in the tasting room was reached. Altamura Winery does not
sell all of the wine they produce, and not all of the wine was sold through the tasting room.
Typically 1,000 cases of wine are held on reserve for future years, and only 15% of wine sales
came from the tasting room for this study. Altamura Winery sold their wine through other
outlets than direct sales. For this study the possible returns from a tasting room are very limited,
only coming from the tasting room sales of wine, but in comparison, there are many more costs
to build the tasting room. The effects of brand loyalty and brand recognition were not accounted
for in this study.
Once the building is completely constructed and ready for the public, the costs to keep
the building operable throughout the year must be examined. For the study, there were fixed
costs and variable costs each year, which results in the total costs for Altamura Winery. The
fixed costs included the loan payments, property taxes and the yearly liquor license. The
variable costs for the tasting room include labor and utilities. Since a loan has to be taken out to
fund the building, in this study, Altamura Winery had a loan payment they had pay back each
month. Monthly payments are highly dependent on the interest rate of the loan, and interest rates
are dependent on the creditworthiness of the customer. Since interest rates are highly variable,
the interest rate used for this study was the current Prime Index Rate plus two percent to increase
the rate from an average base rate to a rate the Altamura’s could get from a bank or lending
agency. The interest rate was shocked one percent, or additional percentage points added, to the
total interest rate to act as a buffer since the interests could be higher. Shocking the interest rate
made the study more conservative. The interest rate used was a fixed interest rate, meaning it
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will not change over the entirety of the loan. Like interest rates, down payments are highly
variable depending on the creditworthiness of the person desiring a loan. One of the causes of
the economic downturn in recent years was partly due to lending agencies giving large loans
with small down payments. For this study, a down payment of 30% of the total capital required
for the building was used. This means the loan amount for Altamura Winery was 70% of the
total costs to build the tasting room. The length of the loan used was a 30-year loan with
constant monthly payments, and since the loan required for the building costs was over
$1,000,000, a 30-year loan is typical for a loan of this size.
The next yearly fixed cost required to keep the tasting room operable was property taxes,
which are dependent on the assessed value of the property and its improvements. The County
Assessor estimates this value. Typically property taxes are based on the entire property
including the improvements, and the Altamura’s own many more acres than the little plot where
the tasting room is planned to be. Therefore, the property taxes of the tasting room were
estimated based on a percentage of the total value of the tasting room. According to Proposition
13 in the state of California, property taxes cannot exceed one percent of the assessed value of
the property (“California Property Tax Propositions”). For this study, one percent of the costs to
build the tasting room were used to estimate the additional property taxes incurred for the
building of the tasting room.
The final fixed cost was the yearly fee tasting rooms are required to pay is the liquor
license from the Alcoholic Beverage Control. In order to sell alcohol to the public, a tasting
liquor license is a necessity. In the State of California, license Type 02 is for wine growers and
wineries to sell alcohol. The cost of the liquor license varies depending on the gallons of wine
the winery produces (2010 License Fee Schedule). Frank Altamura, the owner of Altamura
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Winery, provided the amount of wine produced by the winery on a yearly basis during the
interview.
The variable costs to keep the tasting room open were for labor and utilities. Both of
these costs were difficult to estimate based on any factual evidence since both of them can
change depending on the use and sales of the tasting room. The staffing and the utilities were
dependent on how many cases of wine were sold in the tasting room. This made the variable
costs comparable to the quantity of wine sold. For this study a percentage of 15% of the total
quantity sold was used to result in the variable costs. This gave five percent to both labor and
utilities.

Procedures for Data Analysis
All of the information previously acquired was combined in a yearly cash flow
spreadsheet as a way to keep the information organized and easily readable. The cash flow
budget broke down the yearly revenues and costs of the tasting room. Two different cash flow
sheets were used; one was for all 30 years and the other was a summary, which showed year one
and years two through 30, combined in one column. This is because year one has the down
payment of the loan, and the other 29 years were the same. To get the amount of revenue each
year for Altamura Winery, the quantity of wine sold was multiplied by the profit of each bottle of
wine sold. The quantity of wine sold for each year was the total amount of cases produced
minus the 1,000 held in reserve. This amount was multiplied by 15% to account for the amount
of wine sold in the tasting room, which resulted in the quantity. The profit per bottle of wine
sold was derived by taking the cost to produce the bottle subtracted from the cost of the bottle to
the customer. The profit per bottle of wine was figured out for the Cabernet Sauvignon and the
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Sauvignon Blanc. Then, since there were two different varieties being examined, a weighted
average provided an accurate average profit per bottle. The percentage of Cabernet Sauvignon
sold was multiplied by its profit per bottle. This amount was added to result of the percentage of
Sauvignon Blanc sold multiplied by its profit per bottle. This weighted average provided a
single number for the profit made per bottle of wine sold. The weighted average number was
used as the profit per bottle. Multiplying the quantity by the profit per bottle provided the
potential revenue brought in each year for the tasting room.
To get the required loan amount and one of the fixed costs, first the cost to build the
tasting room for the building to be open to the public was figured out. The unit-in-cost indexes
provided by Marshall and Swift were used for each category of the building and then multiplied
by their respective square footage. This provided a cost breakdown for each aspect of the tasting
room. Each of these cost values was summed and the total cost to build the structure was the
result. The costs to make the tasting room an operable building to the public were then added to
the building costs. The resulting amount was the required capital for the upfront costs of the
structure.
At this point in the process the loan came into effect as one of the fixed costs. The loan
was split into two categories; the first part of the loan was the down payment, which was 30% of
the value required to make the tasting room operable. The down payment went under year one in
the cash flow statement, since this is an upfront cost to Altamura Winery. The second part of the
loan was the rest of the loan value, or the other 70%, which was used to figure out a monthly
loan payment for Altamura Winery. To figure out the constant loan payment for each month, the
following equation was used. The loan value was 70% of the capital required. The i was the
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interest rate per period on the loan, and the n was the number of periods over the duration of the
loan. There are 360 periods in 30 years (30 years⋅12 months/year).

This equation provided the monthly loan payment for Altamura Winery. This amount was
examined on a yearly basis, meaning it was multiplied by 12 months to achieve the yearly dollar
amount of payments for the loan. From this point forward, both yearly cash flow statements
added the same information. This information was the yearly costs required to keep the tasting
room in operation.
The next fixed cost was the property tax, which was figured out by taking the costs
required to build the tasting room multiplied by one percent. This value remained the same
through the duration of the study. The last fixed cost to keep the tasting room in operation was
the liquor license; this fee was added to the yearly cash flow statements. These fees remained
the same over the 30 years of the study. On the first cash flow sheet, they were placed 30
different times. The summary sheet combines years two through 30 as one number.
The next costs to examine are the variable costs required to keep the tasting room. This
includes the utilities, such as electricity, water, and gas. Labor costs were the other variable cost
examined by the study. Both of these costs can be highly variable depending on the amount of
hours the tasting room is open. For simplicity for the study, 10% of the revenue of wine sold in
the tasting room was examined as the variable costs. This was then placed in the cash flow
sheets. These values were checked to verify they were a reasonable number. Taking the
California State minimum wage plus $2 did this verification, and then multiplying this amount
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by the number of days the tasting room is open to the public. Utilities are hard to estimate, so for
simplicity this study assumed the utilities roughly equaled the cost of labor throughout the year.
All of the fixed costs were then summed to give the total amount of fixed costs of the
tasting room each year, and the variable costs were also summed. The fixed costs plus the
variable costs resulted in the total costs for the given year. The total costs was also the breakeven revenue required by Altamura Winery each year for the tasting room, which means this is
the amount of revenue that had to be brought in by Altamura Winery to not lose money on the
investment of the tasting room.
The total yearly costs, for year one and for years two through 30 for the tasting room,
were then divided by the weighted average of the profits made per bottle of wine sold. The
resulting number was the number of bottles of wine that must be sold each year in order to cover
the costs of the tasting room. Year one was a significantly higher number than the other 29 years
because of the down payment of the loan. Since the wine industry usually examines cases rather
than bottles, to convert the required bottles sold to required cases sold, the number reached for
the 30 years was divided by 12 because there are 12 bottles of wine in one case. Since the down
payment in the first year required more cases to be sold, an average of the 30 years was taken.
This was done by taking the cases for year one plus the result of the cases for each year from
years two through 30, multiplied by 29. Over the 30 years, this was the total amount of cases
that needed to be sold to break even on the tasting room. But to get the yearly average of all the
years, the total was divided by 30 years. The yearly average of cases required to break even on
the tasting room was the minimum amount of cases Altamura must sell in order to break even on
their investment.
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Since interest rates affect the value of money in the future, the net present value was the
next feasibility test done to help decide if building the tasting room was a feasible option. The
first step for the net present value was to take the revenue brought in by the tasting room each
year and subtracting from that value the total costs required for each year. The interest rate
previously used for the loan payment was used to figure out the net present value. The net
present value took the present value of the costs subtracted from the present value of the revenue.
The feasibility of building the tasting room was determined depending on this net present value.
Since any of these key variables used to determine if building the tasting room is a
feasible option for Altamura Winery can change at any given time, a risk sensitivity analysis was
the next step to the process. The sensitivity analysis only changed one variable at a time, and
then examined the resulting net present value. After the net present value was recorded for the
change in a variable, the variable was changed back to the original value. For this study, the
variables changed and examined for the sensitivity analysis were: the interest rate, the quantity of
wine sold in the tasting room, the profit per bottle of wine sold, and the percentage of variable
costs. This risk analysis examined and compared the original value with four other possible
values. During hard economic times, the interest rate can be highly variable in the future. For
the interest rate used in the study, the sensitivity analysis examined one and two percentage
points below as well as one and two percentage points above the original interest rate. For the
interest rate, five consecutive whole percentage points were used. Since the percentage of sales
in the tasting room is only an estimate, the net present value can be affected if the percentage of
sales were to increase or decrease. The percentage of sales for the original study were 15% of
total sales, so for the sensitivity analysis the net present value was examined if the sales were
5%, 10%, 15%, 20%, and 25% of Altamura Winery’s total sales of wine. The profit per bottle of
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wine sold was examined similar to the previous two sensitivity analyses, by bracketing the
original value. The net present value was examined when the profit per bottle was above and
below the original value by five and 10 dollars. The final sensitivity analysis to be done for this
study was examining the percentage of variable costs of the quantity of wine sold in the tasting
room. This examined the net present value of the tasting room at intervals of five percent,
starting at five percent and ending at 25% of the quantity of wine sold.
The net present values that resulted from the sensitivity analysis were placed in four
different tables; interest rate, quantity of wine sold, profit per bottle of wine sold, and variable
costs as a percentage of quantity. These values helped to determine if building the tasting room
was feasible even if key variables were to change. Four different charts were made showing the
effect of the net present value in a visual format for the changes in the variables. A best and
worst-case scenario analysis was also completed. The best-case scenario examined the lowest
interest rate, highest profit per bottle of wine, highest quantity, and the lowest variable costs.
The worst-case scenario examined the highest interest rate, lowest profit per bottle of wine,
lowest quantity, and the highest variable costs.

Supporting/Rejecting Hypothesis
If the number of cases of wine required to cover the costs of the tasting room was more
than the number of cases of wine Altamura Winery produces, then building the tasting room
would be unfeasible. If the number of cases required to break even on the tasting room is less
than or equal to the number of cases Altamura produces, then building the tasting room would be
a feasible option. Based on the sensitivity analysis, if majority of the resulting net present values
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are greater than zero, then building the tasting room would be financially feasible for Altamura
Winery.

Assumptions and Limitations
Since the Altamura’s have been making quality wine since the 1980’s, it was assumed
they qualify for all loans, and have excellent credit. Although the building can also be used for
offices, and would likely be in use seven days a week, the utilities were only examined based on
a percentage of the quantity of wine sold in the tasting room. Insurance costs were not examined
because Altamura Winery already has insurance for the rest of their operation. It is also assumed
that the tasting fee charged to the customer would cancel the costs of wine poured to guests;
therefore both of these were not examined in the study. Brand loyalty and brand awareness was
not accounted for in this study, solely the tasting room sales from the tasting room were
examined. Anything else not examined in the study was held constant.
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Chapter 4
DEVELOPMENT OF THE STUDY

Using the data gathered from the previous chapter, the study begins to determine if
building a new tasting room for Altamura Winery is a financially feasible option. Frank
Altamura was interviewed on January 19th, 2011, which provides majority of the basic
information for the study. The first step is setting up the spreadsheets that will be used. The
main spreadsheets to setup are two cash flow sheets (full and summary), tasting room
construction costs, sensitivity analysis, and break-even analysis. This chapter shows how these
spreadsheets are compiled and analyzed. Finished spreadsheets can be viewed in the Appendix
starting on page 44. For all of the spreadsheets, the basic variables discussed in the previous
chapter are used, and some of these variables are changed later in this chapter as a part of the
sensitivity analysis.

Revenues and Costs
The first portion of the study is solving the revenue brought in by the tasting room. To
find the revenue the weighted average profit per bottle of wine sold by Altamura Winery is
reached. Since finding a profit per bottle of wine is a project within itself, Frank Altamura
provided estimates of costs to produce a bottle of wine during the interview. This study only
examines the two main varietals produced by Altamura Winery. The other varietals are variable
depending on the year, while Cabernet Sauvignon and Sauvignon Blanc are produced every year.
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Therefore the other varietals are not accounted for in this study. Table 1 below shows the
weighted average profit per bottle of wine sold by Altamura Winery.
Table 1. Weighted Average Profit per Bottle

The Cabernet Sauvignon accounts for 92% of all tasting room sales and 8% of sales are
Sauvignon Blanc. When a bottle of Cabernet Sauvignon is sold, Altamura Winery makes $50 in
this study, and when a bottle of Sauvignon Blanc is sold, Altamura Winery makes $28. These
values are reached by subtracting the cost to produce the bottle from the selling price. When the
proportion of wine sold is compared to the profit per bottle, the resulting average is $48.31. This
is a variable that can change over time, and is later changed as part of the sensitivity analysis.
The other part of revenue is the quantity. The quantity of wine sold in the tasting room
can be highly variable; therefore for this study a percentage of the total cases of wine sold by
Altamura Winery are used for the quantity. Altamura winery produces between 6,000 and 7,000
cases of wine per year. Typically 1,000 cases of wine are held on reserve each year, which is
subtracted from the average cases of wine produced in a year by Altamura Winery, 6,500. The
resulting 5,500 cases of wine is the amount of wine available for sale in a given year. To make
the units match, the quantity is converted to bottles of wine sold rather than cases. Taking the
5,500 cases and multiplying it by 12 bottles per case results in 66,000 bottles of wine. Since
Altamura Winery has been around since the 1980’s without a tasting room, it is assumed that a
majority of their sales come from other outlets than the tasting room. The percentage of sales in
the tasting room is also examined later in the sensitivity analysis, but as a base 15% of total wine
sales. Fifteen percent of 66,000 bottles is 9,900 bottles of wine that are sold in the tasting room
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in a given year. When the 9,900 bottles of wine is multiplied by the $48.31, the revenue above
the costs to produce the wine each year is $478,269. This is all of the information for the revenue
side of the tasting room.
The next step of the cash flow budget is to examine the costs required to build the tasting
room. This was the first step to determine the required loan amount for Altamura Winery. A
spreadsheet is created to show the building component with the cost index provided from the
Marshall and Swift Residential Cost Handbook. The full spreadsheet of tasting room
construction costs is shown in the Appendix and Table 2 on page 44. For this study, the tasting
room examined is a 5,000 square-foot two-story farmhouse. Some of the features of the tasting
room include hardwood floors, tile in the bathrooms and kitchen, wood siding, composition
shingle, heating and cooling, and eight plumbing fixtures. There were various built-in appliances
such as a commercial grade range and oven combination, refrigerator, dishwasher, and a garbage
disposer. The stairs and full wrap around porch are also examined as part of the construction
costs. The subtotal costs of construction are $1,483,612.60. The Marshall and Swift Residential
Cost Handbook provide multipliers to account for differences in cost depending on location. The
current cost multiplier for the West Coast is 1.04, and the local cost multiplier for the Napa
Valley is 1.21 (Marshall and Swift, 2009). Then the $4,000 from the “Tasting Room Equipment
and Furnishings” table provided in “The Feasibility of a Co-Operative Winery,” is added to the
subtotal costs to convert the farmhouse to a fully operable tasting room (Kenkel, 2008). These
costs include items such as wine glasses, tasting bar, and miscellaneous decorations. Accounting
for these adjustments, the total amount of money required by Altamura Winery to build the
tasting room is $1,870,978.10. This value is used to determine the loan payments for Altamura
Winery.
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The value is rounded up to $1,900,000 for the loan Altamura Winery needs to build the
tasting room. Since the bank requires collateral on offering the loan, 30% of the value is
required for the down payment. The down payment is $570,000. This is a one-time payment
that is paid by Altamura Winery at the beginning of the loan, in year one. The remaining value
of the loan that Altamura Winery must pay back over the next thirty years is $1,330,000. The
monthly payment is reached by using the formula provided previously in Chapter Three. The
main variable in this equation is the interest rate, which can drastically affect the amount of
money that must be paid each month. The interest rate for this study is the Current Prime Index,
an average of the top 30 banks interest rate provided to the most favored customers. This
Current Prime Index has remained fairly steady at 3.25% over the past few years. A total of
three percent is added to this interest rate, two percent for additional bank fees and one percent to
shock the interest rate. The interest rate is one of the variables that are later changed during the
sensitivity analysis. The formula to reach the monthly payment used for this study is as follows.

The interest rate is divided by12 because this is the monthly interest rate during the course of the
loan. The resulting monthly payment using this formula is $8,189.04. This equates to
$98,268.47 of loan payments during each year, for 30 years. A shortened version of a loan
amortization table, which shows both the first and last 20 monthly payments, can be found in
Table 3 in the Appendix on page 45. Over the life of the loan, Altamura Winery can expect to
pay $1,618,053.96 in interest.
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The next fixed cost for Altamura Winery to be examined is the property taxes. This cost
was added to the cash flow spreadsheet, which can be viewed on page 46 in Table 4 of the
Appendix. Property taxes are 1% of the assessed value, which is determined by the county
assessor. For this study, 1% of the total construction costs is used for the property taxes.
Altamura Winery has other property taxes aside from this, but this study only examined the
effects of the tasting room. One-percent of the total construction costs is $18,709.78.
In order to sell alcohol to the public, Altamura Winery must obtain a liquor license. The
original fee according to the Alcohol Beverage Control for a Type 02 Winegrower license is
$100. The following years, the cost to renew the liquor license depends on the amount of gallons
produced by the winery. Since this study is assuming Altamura Winery produces 6,500 cases or
78,000 bottles of wine in a year, this is used to determine the amount of gallons produced in a
given year. A bottle of wine is 750 milliliters, so Altamura Winery produces 58,500 Liters of
wine. One liter of liquid is equivalent to 0.264172052 gallons, meaning in a given year
Altamura Winery produces 15,454.07 gallons of wine. According to the fee sheet provided by
the Alcoholic Beverage Control, between 5,000 and 20,000 gallons of wine produced throughout
the year, the resulting renewal fee is $123 per year (2010. License Fee Schedule). All of the
fixed costs are then totaled for all 30 years of the study.
The variable costs are the next part of the tasting room that is examined. The variable
costs are estimated by taking 10% of the revenue produced by the tasting room, of which fivepercent is allocated for labor and five-percent is allocated for the utilities. This results in a total
of $47,824.62 of variable costs. The labor and utilities are both $23,912.31 for each year. It is
assumed that labor and utilities are roughly equal in costs. Both of these costs can change from
year to year depending on the use of the tasting room. A check is done by figuring how many
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hours a year the tasting room would be open, and multiplying this value by $10 per hour. The
$10 per hour is the California state minimum wage plus two dollars. For this check it is assumed
the tasting room is open all days of summer, 153 days, and the other times of the year the tasting
room was only open Friday, Saturday, and Sunday, which is approximately 90 days. This means
the tasting room would be open for 243 days a year, at six hours a day labor is cost $14,580.
This is about $7,000 less than the estimate reached by taking a percentage of the revenue;
however, it is better to overestimate costs than underestimate them. All of the costs are reached,
and the variable and fixed costs are summed to reach the total costs of building the tasting room
each year. Year one’s costs are $743,905.15 and years two through 30 total costs are
significantly lower at $164,928.15 each year.
The last part of the cash flow budget is to figure out the current cash for Altamura
Winery. This is done for all 30 years by subtracting the total costs from the revenues for that
given year. Year one is the only year that has negative current cash due to the effects of the
down payment of the loan, at about -$256,000. The other 29 years are all positive at about
$313,000. This means without examining interest rates, the tasting room is making money each
year after the first year.

Break-Even Analysis
To solve the amount of bottles of wine on average Altamura Winery must sell to break
even on their investment is done by dividing the total costs by the weighted average profit per
bottle of wine. This is done for each year, and shown on Table 5 in the Appendix on page 47.
Using the weighted average profit per bottle of $48.13, the amount of bottles the tasting must sell
is 15,213 bottles or 1267.75 cases in year one in order to cover the exact costs of for that year.
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The other 29 years are significantly lower at 3414.12 bottles of wine or 284.51 cases. Over the
30 years, these values average out to 3807.41 bottles or 317.28 cases of wine sold each year.

Sensitivity Analysis
Interest rates have an effect on the value of money; this means all of the projections for
future years would not actually equate to the same dollar value in today’s dollars due to the
interest rates. The easiest way to figure out the total effect of interest rates on the “current cash”
for the study is by solving the net present value of all 30 years. The net present value of the
investment for building the tasting room with the previously stated variables is $3,663,670.88.
Using this net present value as a basis and comparing changes in the variables was the
most important factor to the study. The changes in net present value is shown by changing one
variable at a time, while holding all of the other variables constant, and then examining the new
net present value. This is the sensitivity analysis, and it is the most important factor of the study
because typically variables change over time, especially in the time period of 30 years. The
sensitivity analysis examines possible changes in four different variables. The full results for all
four variables of the sensitivity analysis can be viewed in the Appendix on Table 6 on page 48.
The first sensitivity analysis to complete is changing the interest rate used for the loan payments
as well as the interest rate used for solving the net present value. This examined the effect of net
present value with interest rates in increments of one percent from 4.25% to 8.25%. At the
lowest interest rate, the resulting net present value of the investment is $5,042,278.15. The
8.25% interest rate results in a net present value of $2,681,471.31, with the other three net
present values falling within this range. Figure 1 on the following page shows a graph of net
present value with the changes in the interest rate.
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Figure 1. Interest Rate’s Effect on Net Present Value

The next variable that changes during the sensitivity analysis is the quantity of wine sold
in the tasting room. The quantities range from five-percent of the total sales to 25% of the total
sales of the 6,500 cases in increments of five-percent. The net present values of this sensitivity
analysis results in the biggest variation between the highest and lowest variables out of all four of
the sensitivity analyses with a range of close to $8,000,000. Changing the quantity to the lowest
value also results in the only negative net present value in the sensitivity analysis. A graph of the
effect of quantity on net present value is shown below.
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Figure 2. Quantity’s Effect on Net Present Value

The low end of quantity, 3,300 bottles of wine sold in the tasting room, results in a net present
value of -$182,850.41. On the other side, if 16,500 bottles of wine are sold in a given year, then
the resulting net present value is $7,510,192.16. The quantity of wine sold in the tasting room
results in the biggest effect on net present value for the investment.
The third sensitivity analysis for the tasting room is done to show what could happen to
the net present value of the investment if the weighted average profit per bottle of wine changed
from the original $48.13. This sensitivity analysis examines the net present value if the profit per
bottle increased or decreased by five and 10 dollars. For this sensitivity analysis, at the $38.31
profit per bottle, the net present value is $2,469,346.32. The graph shown below, figure three, is

32

for the sensitivity analysis examining the effects on net present value of the profit made per
bottle of wine for Altamura Winery.
Figure 3. Profit per Bottle of Wine’s Effect on Net Present Value

On the high side of the sensitivity analysis, or $58.31 in profit, the resulting net present value is
$4,857,995.43. The change in net present value had a linear relationship with the change in
profit per bottle of wine sold.
The fourth and final sensitivity analysis to complete in this study is examining the effect
variable costs had on the net present value of the tasting room. The variable costs are examined
as a percentage of total revenue brought in by the tasting room. The original value examined in
the study is 10%. The sensitivity analysis examined five-percent, seven and a half percent, 10%,
15%, and 20%. The resulting net present values are shown below in figure four.
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Figure 4. Variable Cost’s Effect on Net Present Value

This sensitivity analysis leads to the smallest variation between high and low values close to one
million dollars. The highest net present value is around four million dollars when the variable
costs are five-percent of the revenue. The lowest net present value is slightly above three million
dollars when the variable costs are 20% of the revenue received by the tasting room.
The final part of examining the net present values is to examine a situation where the four
variables are both as high as possible and as low as possible within the parameters of the study.
The net present values are shown on Table 7 of the Appendix on page 48. If all of the variables
are changed to the best values, then the net present value of the investment is about $12.8
million. If all of the variables are changed to the worst values, then the net present value is
-$702,000. The best and worst case scenario part of the study shows what could happen if the
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four categories of the sensitivity analysis are either at the highest, or lowest values. The negative
$702,000 is the net present value when the interest rate and variable costs are the highest values,
and the profit per bottle of wine and quantity of wine sold are at the lowest values within the
limits of the sensitivity analysis. The $12.8 million net present value examines the lowest
interest rate and variable costs, along with the highest profit per bottle and quantity of wine sold.
The best and worse case scenario is the last part of the sensitivity analysis to be completed.
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Chapter 5
SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

Summary
Before Altamura Winery can make a profit from their tasting room, they must first pay
for all of the costs to get the tasting room constructed and operable. The total construction costs
of the 5,000 square-foot tasting room in the Napa Valley were $1,870,978.10. In order for
Altamura Winery to afford these costs, they would have to take out a loan. The total loan value
was rounded up to $1,900,000 with 30% of this being for the down payment, $570,000. Over the
course of the 30 years, Altamura Winery would need to pay back the principal of $1,330,000
plus the accumulated interest of $1,618,053.96 when the interest rate was six and a quarter
percent. The loan was paid back with monthly payments of $8,189.04, or $98,268.47 over the
course of a year.
After Altamura Winery has paid for the down payment and the tasting room is open to
the public, they can start to make revenue from the building. When 15% of their total sales of
wine come from the tasting room and at a weighted average profit per bottle of $48.31, Altamura
Winery made $478,269 in revenue over the costs of producing the wine. To see if the tasting
room was profitable, the yearly costs were subtracted from this revenue. These costs include, the
down payment in year one, loan payments for all 360 months, property taxes of $18,709.78 per
year, liquor license of $100 in year one and $123 in the other 29 years, and both labor and
utilities accounting for $23,912.31 (or a total of $47,826.90 in variable costs). The total costs in
the first year were $734,905.15, and in the other 29 years were $164,928.15.

36

On average, for Altamura winery to cover these costs over the course of the loan they had
to sell 3807.41 bottles, or 371.28 cases of wine in the tasting room per year. This 4.86% of the
total available wine Altamura Winery has to sell in a given year. The profit the tasting room
makes was negative in the first year of the study at -$256,636.15. The other 29 years, the tasting
room turned a profit of $313,340.85. Under these circumstances, the resulting net present value
for the investment was $3,663,670.88.
Changes of this net present value were examined during the sensitivity analysis, which
changed key variables of the study. When the interest rate was the variable changed, the interest
rate and the resulting net present value had an inverse relationship. The lower the interest rate,
the higher the net present value, with opposite holding true. The second variable that was
changed as part of the sensitivity analysis was the percentages of wine sales from the tasting
room, which lead to the most variation in the net present values. When the tasting room only
accounted for five-percent of wine sales, the net present value was negative. If the tasting room
accounted for 25% of wine sales, then the net present value was $7,510,192.16. This net present
value was the highest value for any of the sensitivity analyses. The third sensitivity analysis
examined the change of the weighted average profit per bottle of wine sold by Altamura Winery.
There was a direct relationship between the weighted average and the resulting net present value,
so the lower the profit per bottle, the lower the net present value. When the weighted average
profit per bottle was lower at $38.31, the net present value of the tasting room was $2,469,346.
When the value was higher at $58.31, the net present value was $4,857,995.43. The final
sensitivity analysis completed was the variable costs of the tasting room. Variable costs were
between five-percent and 25% of the revenue brought in by the tasting room. The total change
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from the low and high ends of the analysis resulted in roughly a change in net present value of
one million dollars, from $3,984,214.32 to $3,022,584.
In the best and worst case scenario part of the study, the best case of all the variables
resulted in a large net present value close to $13 million. The worst-case scenario of the
variables resulted in a value of -$702,000. This is a negative number, but the best-case scenario
was vastly more positive than the worst-case scenario was negative.

Conclusions
The data compiled was used to determine if the hypothesis should be rejected or
accepted. The net present value of the tasting room was the key determination to see if building
the tasting room would be a profitable venture for Altamura Winery. Building the 5,000 square
foot tasting room would be a feasible option for Altamura Winery. Under the original variables,
the net present value of the investment was $3,663,670.88. A good net present value is anything
greater than zero, and the higher the value the better the investment. The roughly three and a
half million is a good value for Altamura Winery to undertake the investment. Also, according
to the breakeven analysis Altamura Winery only has to sell 4.86% of the total amount of wine
they have to sell, or 317.28 cases, in a given year to make up for their costs.
When the sensitivity analysis was done to examine the investment under different
circumstances, a large proportion of the tests resulted in a net present value greater than zero. In
total, there were 17 different variables tested during the study. There were the original variables,
along with changing four other categories four different times, but only changing one variable at
a time. Only one of the sensitivity analyses resulted in a negative net present value. This was if
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the amount of wine sold in the tasting room dropped below approximately five-percent of the
total wine for sale in a given year. The quantity of wine sold in the tasting room had the biggest
effect on the net present value of the investment. With only one of the resulting sensitivity
analyses being negative, 16 out of 17, or 94.12%, resulted in a positive net present value when
only one variable was changed at a time. The best-case scenario part of the sensitivity analysis
resulted in a very high positive net present value. The worst-case scenario resulted in a negative
net present value of $702,000. Since the best-case scenario is a large positive number of $12.8
million, and relatively the worst-case scenario is a small negative number, building the tasting
room would be a financially feasible investment for Altamura Winery.
Also, due to a large proportion of the sensitivity analyses resulting in a positive net
present value, building the tasting room for Altamura Winery would be a profitable venture.
Also, this study did not examine the effects of selling older vintages of wine. Cabernet
Sauvignon from Altamura Winery sells for $85 approximately three years after it is harvested,
whereas 10 years after harvest the Cabernet Sauvignon can sell for upwards of $300. An
example of this was the 1999 Cabernet Sauvignon, which in 2009 sold for $330. This additional
potential revenue brought in by the older vintages would significantly increase the net present
value of the tasting room.

Recommendations
Over the course of the 30 years, the net present value of the tasting room was
$3,663,670.88, which is a solid amount of money in today’s dollars. Under the conditions of the
study, Altamura Winery should build the tasting room as a way to sell their wine directly to the
consumer. There are many other ways the tasting room could bring in additional revenue for
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Altamura Winery. Selling older vintages can make the profit per bottle of wine sold much
larger, and therefore increase the net present value of the tasting room.
Wine tasting rooms can also create brand loyalty. If the customer has an enjoyable
experience at the tasting room, then the customer would be more likely to buy more bottles of
Altamura wine in the future. The tasting room can create future sales that were not accounted for
during the study. Another effect the tasting room can provide for Altamura Winery is return
customers, or recommendations for other people to visit. Both of these scenarios could increase
the net present value of the investment.
Even though the worst-case scenario net present value was negative, the effect of sales
not examined in this study would make building the tasting room a worthwhile risk for Altamura
Winery to undertake. With a large majority of the sensitivity analyses being positive and the
best-case scenario greatly positive, Altamura Winery should build a tasting room as a way to sell
and promote their wines.
In the future, more research could be done to make sure the tasting fee would be equal to
the amount of money lost from pouring wine, because this could result in another cost not
accounted for in this study. The financial effect brand loyalty and brand recognition could be
another possible topic of future research pertaining to tasting rooms.
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